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Mr. Chairman, Senator Hollings, members of the Committee, thank you for the opportunity to testify
today on the benefits to America of Chinars accesson to the World Trade Organization (WTO). On
Saturday, | returned from artrip to Beijing where | co-chaired the 13" Session of the U.S.-China Joint
Commission on Commerce and Trade (JCCT). The JCCT is a government-to- government forum
developed to promote U.S.-China commercia cooperation. Last week we met to discuss Chinass
ongoing reform efforts and ways to enhance Chinaes trangition to a rules-based globd trading system.
Obvioudy alot of the discussion centered on Chinass pending application to join the WTO and on our
process for deciding whether to grant Permanent Normd Trade Relaions (PNTR).

Thiswas my third visit to China during my tenure as Secretary of Commerce. Much has changed even
in the few yearsthat | have been traveling there. The sgns of a nascent trangtion to a market-based
economy are evident everywhere in increased private ownership of businesses, more freedom for the
Chinese to choose their own places of employment, and the return of privately owned farms. Over
twenty years of domestic reforms have enabled Chinato lift more than 200 million people out of
absolute poverty. Wireless communications has put cell phonesin the hands of 40 million Chinese (only
afraction of the potentia market) and given them access to aworld of ideas and influences.

But many problems exist. High unemployment, inefficient ate-run enterprises and corruption continue
to plague the Chinese economy. Asaresult, economic growth has dowed.

The Chinese leadership has recognized the need to open its market to globa competition in order to be
able to build amodern, successful economy. One of the best indicators of the commitment of the
Chinese leadership to amore open economy isits desire to take on the challenges and obligations of
WTO membership. | am here today to discuss with you how supporting PNTR status for China can
move China toward a more open economy.

Last November, after 13 years of negotiations, the United States and China reached a bilateral
agreement on the terms and conditions of China:s entry into the WTO. China made sgnificant and
far-reaching market access and trade concessions that will benefit American exporters and import



sensitive industries across a broad range of industrial goods, services and agriculture. It contains strong
enforcement mechanisms and strong protections againgt unfair trade. American exporters stand to
benefit immediatdy. China has agreed to begin opening its marketsin virtudly every sector immediately
upon accession.  The phase-in of further concessonswill be limited to five yearsin dmogt dl cases,
and in many cases only one-to-three years.

In contrast to Chinass historic set of commitments, we have only one obligation, and that isto maintain
the market access policies we dready apply to China by granting it Permanent Norma Trade Relations
gatus.

Thereis no doubt that this agreement is agreat opportunity for American businesses, workers and
farmers. 1t will provide unprecedented access to alargely untapped market of over one billion
consumers. The bendfits for the U.S. are widespread, including sgnificant opportunities for small and
medium size businesses. SMEs are responsible for a growing share of U.S. exportsto China.

Last week, 47 Governors sent aletter to Senators and Members of the House expressing how
important they believe passage of ChinaPNTR is to maintaining the economic growth and prosperity of
familiesin their sates and territories. These Governors know thisis a good economic dea for America.
They do not want Americato be left behind.

Y et this agreement goes beyond economics. As Presdent Clinton has said, this represents the most
sgnificant opportunity that the United States has had to creete positive change in China since President
Nixorrsvidt therein the early 1970s. Asaworld leader we have an obligation to foster further reform
in China. Encouraging Chinato join the rules-based world trading system givesit a greater stake in the
Sability and prosperity of its regiona neighbors and the rest of theworld. It will create a better, more
stable, safer world.

Now, let me highlight some of the terms of our bilateral agreement on Chinacs accession to the WTO.
Attached to my testimony is amore detailed summary of the terms of the agreement. In addition, over
45 industry specific fact sheets, 50 state- specific reports, and other detailed information are available on
our Web site at www.chinapntr.gov.

Industrid Goods

China has agreed to cut tariffs from an average of 24.6 percent to an average of 9.4 percent overal and
7.1 percent on U.S. priority products. Chinawill make substantia cuts immediately with further cuts
phased in, most within five years. These cutswill benefit awide range of U.S. products from
automobiles, to chemicasto wood products. Chinawill dso diminate dl import quotas and
nonautomatic licensing requirements for industria goods. For example, Chinawill participate in the
Information Technology Agreement, diminating tariffs and quotas on information technology products
such as semiconductors, telecommunications equi pment, computers and computer equipment and other
items by 2003, in most cases, and 2005 in afew others. Last week, nearly 200 high tech industry
CEOs wrote to Members of Congress urging support for PNTR for Chinaand identifying it asAan



absolute priority for high-tech companies...f; and the A...most critical vote you will make in support of
our high technology indudtries this year.i

Services

This agreement does more than lower tariffs substantialy. Equaly important to U.S. indugtry isthe
agreement by Chinato dlow U.S. firmsto engage in trade (importing and exporting) and the full range
of digtribution servicesincluding wholesde, retail, repair and transport, for their productsin China. At
present, China prohibits foreign firms from distributing imported products or providing after-sde
services such as repair and maintenance, unless they have invested in China

China has made sgnificant commitments to phase out most restrictions in a broad range of service
sectors in addition to digtribution, including banking, insurance and telecommunicetions.  Also
liberdlized are professond services such as accountancy and legd consulting, business and
computer-related services, motion pictures and video and sound recording services. Chinawill aso
take on the obligations contained in the Basic Telecommunications and Financia Services Agreements.

Agriculture

The WTO accession bilateral agreement provides increased access for U.S. agricultura exports across
abroad range of commodities and eiminates non-tariff barriers that have kept U.S. farmers out of this
huge market. On U.S. priority agriculturd products, tariffswill drop from an average of 31 percent to
14 percent by January 2004, with even sharper drops for beef, poultry, pork, cheese and other
commodities. Chinawill dso create new tariff rate quotas that will sgnificantly expand export
opportunities for U.S. wheat, corn, rice and other bulk commodities farmers. U.S. exporterswill aso
gain theright to sdll virtudly al products fredy insde Chinawithout going through state trading
enterprises or other middiemen. Right now, the average man, woman, and child in China consumes less
than a dollar-s worth of American agriculturd goodsayear. Looking to the future, Chinawill account
for nearly 40 percent of the growth of U.S. agricultura exports.

In addition to the benefits of WTO accession, we will have substantia export opportunities through the
1999 U.S.-China Agreement on Agricultural Cooperation. This Agreement provides the termsfor the
removal of scientificaly unjustified redtrictions on importation of U.S. wheat and other grains, citrus, and
meet. Already, we have seen Chinamake historic purchases of dl three commoditiesin the last few
months as aresult of this Cooperation Agreement. Comple-menting this Agreement are Chinee WTO
commitments to permit trading and distribution rights.



Safeguards and Enforcement

In addition to unprecedented access to the vast Chinese market, we negotiated additiona termsto
enaure that we gain the full benfits of our agreement and that China lives up to its commitments. China
has agreed to a number of provisonsthat go to the core of the closed Chinese economy and that will
result in red and effective market access. These specid provisons address issues raised by the high
degree of government involvement in the Chinese economy and by industrid policy measures, such as
local content, offsets, export performance, and forced technology transfer requirements. These
provisions were sought to address the legitimate concerns raised by Members of Congress, Democratic
and Republican dike.

The agreed provisons include speciad protections to guard againg import surges from China.  China
has agreed to a 12-year product-specific safeguard provison which ensures that the United States can
take effective action in case of increased exports from Chinawhich cause market disruption in the
United States. This gppliesto dl indudtries, permits usto act on alower showing of injury to domestic
indugtry than under existing safeguard law and alows usto act specificaly againgt imports from China.
This safeguard provision isin addition to existing safeguard actions authorized under Section 201.

We have dso ensured that American firms and workers will have strong protection againgt unfair trade
practices, including dumping. China has agreed to guarantee our right to continue using our current
methodology (treating China as a nor-market economy) in antidumping cases for fifteen years after
Chiners accession to the WTO.

The agreement will aso require Chinato reform anumber of internd policies which force foreign
companies to locate operations in Chinaand give up valuable intellectud property rightsas conditions
of doing business. The agreement will diminate unfair practices such as mandated offsets, loca content
and various investment performance requirements. Chinawill take on the obligations of the WTO
Agreement on Trade-Rdated Investment Measures. Thiswill makeit easier for U.S. companiesto
export to China from home rather than forcing companies to set up in Chinaiin order to sdl their
products there. Forced technology trandfers will also be eliminated as a condition of investment, better
enabling U.S. companiesto protect their investment in R&D. China has agreed to stop enforcement of
such practices in existing contracts immediately upon accession.

The agreement contains effective enforcement tools to ensure China meetsits obligations. For the first
time, Chinacs trade commitments will be enforceable through abinding WTO dispute settlement,
subjecting its actions to impartid review, and ultimately sanctionsif necessary.  The multilaterd nature
of the WTO ds0 strengthens our enforcement cgpabilities. And the significance for Chinais greet -- its
economic decisons will be subject to multilatera trade review, which will provide us additiond leverage
in resolving future trade disagreements with China.



Our bilatera agreement with Chinais highly specific with clear timetables for implementation and firm
end-dates for full compliance. When copies of the agreement were handed out to Members of
Congress, some members commented that the text looked more like a spread sheet with its defined
tariff rates, dates certain and concrete obligations. Thiswas intentiona and reflects past experience with
trying to enforce trade agreements with China. The specificity of Chinars commitmentsin thisbilatera
agreement will strengthen our ability to monitor and demand compliance.

The Adminigration intends to vigoroudy monitor and aggressvely enforce the terms of this agreement.
Our commitment to do o is reflected in the President:s budget request for a $22 million increasein new
compliance and enforcement resources for Commerce, USTR, USDA and the State Department. For
example, the President=s new initiative would triple resources dedicated to China trade compliance here
at the Department of Commerce -- including administration of our unfair trade laws. For the firgt time,
Commerce and State will have compliance officers on the ground in China devoted exclusively to trade
law enforcement and trade compliance.

We ds0 have retained the right to use the full range of existing United States trade laws, including
Speciad 301 (intellectua property rights protection), Section 301 (unfair trade practices), and, of course,
our antidumping laws. It dso isimportant to emphasize that nothing in this agreement undermines our
ability to continue to block imports of goods made with prison |abor, to maintain our export control
policies, or to withdraw trade benefits, including NTR itsdlf, in case of anational security emergency.

A More Open China

The President has made clear that supporting Chinass accession into the WTO does not mean a tacit
endorsement of China:=s human rights policies.  We will continue to denounce Chinass persecution of its
citizensfor ther politica or religious beliefs. Two weeks ago, Secretary of State Albright personaly
presented a resolution condemning Chinass human rights record to the United Nationss Human Rights
Commission in Geneva. We will not hesitate to use our authority to sanction China under the
International Religious Freedom Act aswe did last year. We will aso continue to pursue our foreign
policy godswith Chinain a number of important areas such as non-proliferation and globd dimate
change. Our stance on a peaceful resolution of i1ssues between China and Taiwan will not change.

It issgnificant that many of those most supportive of a more open, democratic China support its
membership inthe WTO. The newly dected leader of Taiwan, Chen Shui-bian, supports normaizing
trade relations between the United States and China. Martin Lee, the leader of Hong Kongrs
Democracy Party, recently said AThe participation of Chinain the WTO would not only have economic
and political benefits, but it would serve to bolster those in China who understand that the country must
embrace the rule of law.@ A longtime Chinese dissdent leader, Ren Wanding, declared in support of the
Chinaes WTO membership ABefore the sky was black, now it islight. This can be anew beginning.(

By seeking to join the WTO, China has undertaken to degpen its market reforms and open its economy
to the rest of theworld. It has agreed to adhere to internationd trade rules and subject its actionsto



WTO dispute settlement.  It=s clear that this has not been an easy choicefor itsleaders. They
understand that opening their borders to foreign goods, services and investors opens the door wide to
new ideas and ideals they can not control. They have made the decision to take thisrisk. We should
encourage Chinato choose the path of reform and involvement with the rest of theworld.  Bringing
Chinainto the WTO will make asgnificant difference.

The possihility of pogtive changeisillustrated by the great potentid of the telecommunications market
in China Some andydts predict that Chinawill become the world:s second largest persond computer
market by the end of this year and the third largest semiconductor market by 2001. It isdready the
world:s fasted growing telecommunications market. 1n 1999 adone, the number of Chinese Internet
users quadrupled, jumping from 2 million at the beginning of the year to 9 million. Growth predictions
put Internet users a over 20 million by the end of 2000. Not only will this technology explosion benefit
U.S. information technology industry, which is the best and most competitive in the world, but it will also
give the Chinese people unfettered access to outside influences and idess through satellites and the
Internet. This cannot help but promote greater economic and political reform in China.

Of course, the trade agreement with Chinawill not, by itsdlf, resolve serious human rightsissuesin
China. At the sametime, | bdieve that WTO membership will bring fundamenta changesto Chinathat
will advance our godsin this area.

TheVoteon PNTR

This Friday, 1 will head back to Chinawith a group of your Congressiond colleagues.

Secretary Glickman will follow with another Congressiona delegation during the last week in April.
We will be meeting with Chinese officids and will visit new privately owned businesses and older
state-run enterprises. We hope that this visit will give undecided Members the opportunity to observe
the changes in Chinafirst hand and enable them to make an informed decison on PNTR.

A few months ago when the President asked me to lead the Adminidtratiors efforts to seek
Congressiona approva of PNTR, | discovered that there was alot of misunderstanding about what the
vote on PNTR means. Let me explain. Normal trade relations, formerly called most-favored-nation or
MFN trestment, is the same trading status we extend to the rest of the world, with very few exceptions.
The legidation would remove China from the annual NTR renewa process under Jackson-Vanik, under
which we have extended NTR to China since 1980.

PNTR isrequired to meet our obligation to trest al WTO membersthe same. WTO members are
required to grant each other Aany advantage, favor, privilege or immunity@ provided to other countries A
immediately and unconditiondly.i The United States currently extends PNTR to dll



countries with whom we share and enjoy the benefits of the WTO, without the condition of annua
review. Not surprisingly, China seeksidentica treatment upon its accession -- and WTO rules require
it to be provided.

It isworth emphasizing that thiswill not be a vote on whether Chinawill join the WTO. Once China
completesits on negotiations with other countries, its application to join the WTO will move
forward, with or without United States participation. However, Congress: upcoming vote on PNTR
will determine whether the United States will enjoy the economic benefits

created by Chinass WTO membership. A vote against PNTR will mean ceding our share of

this newly opened market to our economic competitors in Europe, Asaand elsewhere. As

Presdent Clinton has stated, AWe must understand the consequences of saying no. If we dort

sl our products to China, someone else will step into the breach, and we will spend the next 20 years
wondering why in the wide world we handed over the benefits we negotiated to other people.i

The vote on PNTR aso will not affect whether the Chinese will have access to the American market
and consumers. They dready do. The United States has the most open market in the world. A vote
for PNTR will give us access to the previoudy closed Chinese market and leve the playing fiddin a
dramatic way.

| gppreciate the thoughtfulness and consideration Members have brought to the debate. | am optimistic
that once dl the pros and cons have been weighed the Congress will vote its support for PNTR. | was
very encouraged by last week-s announcement by Speeker Hastert that the PNTR vote in the House of
Representatives will be held the week of May 22. Senate Mgority Leader Lott has promised avote in
the Senate immediately after the Memorid Day recess. These are positive developments.

When President Nixon first went to China, more people saw the pictures and heard his words than on
any occadon in the higtory of theworld. During thet visit he pargphrased Abraham Lincoln, saying A
what we say here would not be long remembered. What we do here can change the world.) Thirty
years later, we now face another history-making foreign policy choice, identified by Presdent Clinton as
his top remaining foreign policy god. After dl the speeches, after dl the arguments, after dl the voices
on both sdes of the debate, what we say is not as important as what we do. And on this occason we
should act to promote further reform and the rule of law in China and to integrate China into the world
economy. Itisin our economic, strategic and nationa security interests to do o.

Thank you, Mr. Chairman, that concludes my statement. | will now be happy to answer any questions
you may have.



